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DEPARTMENT PASS FEDERAL RESERVE 

E.O. 11652: N/A 
TAGS: EFIN, GW 

SUBJECT: FINANCIAL DEVELOPMENTS (WEEK ENDING MARCH 7) 

REF.: BONN 3878, BONN 3690 AND BONN 3199 
1 . KLASEN TO RESIGN SOON?: 

THERE HAVE BEEN WIDE-SPREAD PRESS REPORTS - NOT DENIED 
BY THE BUNDESBANK - THAT PRESIDENT KLASEN INFORMED LAST 
WEEK'S CENTRAL BANK COUNCIL OF HIS DESIRE TO RESIGN 
SHORTLY AFTER REACHING HIS 68TH BIRTHDAY ON APRIL 23 
AND, IN ANY CASE, PRIOR TO THE SUMMER HOLIDAYS. (KLASEN'S 
UNCLASSIFIED 
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TERM DOES NOT EXPIRE UNTIL DECEMBER OF THIS YEAR.) 

ACCORDING TO THE SAME PRESS REPORTS, KLASEN ALSO TOLD 
THE CENTRAL BANK COUNCIL THAT HE IS RECOMMENDING VICE 
PRESIDENT EMMINGER AS HIS SUCCESSOR AND FINANCE MINISTRY 
STATE SECRETARY POEHL AS EMMINGER'S SUCCESSOR AS BUNDES- 
BANK VICE PRESIDENT. PRESS COMMENT OUT OF BONN 
GENERALLY POINTS OUT THAT THE FEDERAL CABINET HAS NOT 
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YET MADE A FORMAL DECISION ON THE KLASEN SUCCESSION AND 
THAT THE FDP WILL HAVE TO AGREE TO THE SUCCESSION 
ARRANGEMENTS (EMMINGER IS GENERALLY CONSIDERED CLOSE 
TO THE CDU AND POEHL IS AN SPD MEMBER). ACCORDING 
TO MOST OF THE PRESS, THE 66 YEAR OLD EMMINGER, NEVER- 
THELESS, IS ALMOST CERTAIN TO SUCCEED KLASEN, BUT IN 
VIEW OF HIS AGE, PROBABLY FOR ONLY A TWO-YEAR TERM 
(WHICH WILL GIVE THE GOVERNMENT THE CHANCE TO APPOINT 
A SUCCESSOR PRIOR TO THE NEXT BUNDESTAG ELECTION). 

WHILE POEHL ALSO IS GENERALLY CONSIDERED TO BE THE 
FRONT-RUNNER FOR THE VICE PRESIDENT'S JOB, THE PRESS 
IS NOT AS CERTAIN OF HIS APPOINTMENT. 

2. FRG INVESTMENT PROGRAM: 

FINANCE AND ECONOMICS MINISTERS FROM THE LAENDER MET 
LAST FRIDAY, MARCH 4, WITH THEIR FEDERAL COUNTERPARTS 
TO OPEN NEGOTIATIONS ON THE FRG'S INFRASTRUCTURE 
INVESTMENT PROGRAM. THE MAJOR PROBLEM ADDRESSED IN THE 
MINISTERS' MEETING WAS THE REGIONAL DISTRIBUTION OF 
SPENDING. IT APPEARS THAT THE LARGEST PORTION OF THE 
DM 10-12 BILLION PROGRAM TO BE SPENT BETWEEN NOW AND 
1980 WILL BE ALLOCATED TO ROAD CONSTRUCTION WITH 
SMALLER AMOUNTS GOING INTO THE ENERGY, HOUSING AND 
WATER PURIFICATION SECTORS. FEDERAL CABINET CONSIDERA- 
TION OF THE PROGRAM IS SCHEDULED FOR MARCH 23. 

3. GERMAN TRADE ASSOCIATION CALLS FOR IMPORT EXPANSION: 
THE NEW PRESIDENT OF THE GERMAN ASSOCIATION OF WHOLESALE 
AND FOREIGN TRADE, HARTWIG, HAS RECOMMENDED THAT THE 
UNCLASSIFIED 
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FRG AND OTHER LEADING EXPORTING COUNTRIES TAKE ACTION 
TO INCREASE THE LEVEL OF THEIR IMPORTS. HARTWIG 
RECOMMENDS THAT THIS BE ACCOMPLISHED BY REDUCING TRADE 
BARRIERS, PARTICULARLY IN THE AGRICULTURAL AREA, RATHER 
THAN BY ADDITIONAL INTERNAL STIMULUS. WITH REGARD TO 
GERMAN EXPORTS, HARTWIG ARGUES THAT GERMAN EXPORT OPPOR 
TUNITIES ARE REDUCED BY INCREASING PROTECTIONISM IN 
WORLD TRADE, UNSTABLE ECONOMIC CONDITIONS IN MAJOR 
WESTERN COUNTRIES, THE HIGH INDEBTEDNESS OF THE EAST 
BLOC COUNTRIES AND THE "EXCESSIVE'' INDEBTEDNESS OF 
DEVELOPING COUNTRIES. 


UNCLASSIFIED 
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4. FOREIGN EXCHANGE MARKET: 

THE DOLLAR FLUCTUATED AGAINST THE DEUTSCHEMARK AROUND 
DM 2.39. FACTORS CITED BY THE GERMAN FINANCIAL PRESS 
AS WEAKENING THE DOLLAR WERE U.S. TRADE RESULTS IN 
JANUARY, RECENTLY PUBLISHED U.S. LEADING ECONOMIC INDI 
CATORS AND CALLS FOR A DM REVALUATION. THE DM 2.5 
BILLION INCREASE IN REDISCOUNT QUOTAS OF GERMAN BANKS 
DECIDED BY THE BUNDESBANK ON MARCH 3 (SEE BONN 3878) 

WAS CONSIDERED TO HAVE STRENGTHENED THE DOLLAR SOME- 
WHAT. DURING THE REPORTING WEEK FRANKFURT SPOT AND 
FORWARD DOLLAR RATES DEVELOPED AS FOLLOWS: 

UNCLASSIFIED 
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FORWARD DOLLARS 

SPOT DOLLARS (IN PCT. PER ANNUM) 

OPENING FIXING CLOSING ONE-MONTH THREE-MONTH 
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FEB 28 2.3960 2.3947 2.3924 -0.4 -0.6 
MAR 1 2.3882 2.3890 2.3925 -0.4 -0.7 


2 

2.3955 

2.3921 

2.3895 

-0.4 

-0.5 

3 

2.3920 

2.3889 

2.3900 

-0.7 

-0.7 

4 

2.3875 

2.3879 

2.3880 

-0.4 

-0.6 

7 

2.3926 

2.3922 

2.3925 

-0.3 

-0.6 

8 

2.3950 

2.3949 

N.A. 

N.A. 

N.A. 


5. MONEY MARKET: 

IN EARLY MARCH THE GERMAN CALL MONEY MARKET REMAINED 
TIGHT WITH THE CALL MONEY RATE REMAINING AT ABOUT THE 
4 1/2 PERCENT LOMBARD RATE. THE REDISCOUNT QUOTA 
INCREASE AND THE FACT THAT BANKS' RESERVE REQUIREMENTS 
IN MARCH MAY BE DM 1.0 BILLION LOWER DUE TO A REVISION 
OF THE MINIMUM RESERVE CALCULATION SYSTEM (SEE BONN 3199) 
HAVE NOT YET EASED THE MARKET SINCE THE BANKS BEGAN 
MARCH WITH HIGH LOMBARD BORROWINGS FROM THE BUNDESBANK. 
THE FINANCIAL PRESS PREDICTS THAT CALL MONEY RATE MAY 
EASE WHEN THESE BORROWINGS HAVE BEEN REPAID AND THE BANKS 
HAVE BUILT UP SUFFICIENT LIQUIDITY RESERVES TO BE PRE- 
PARED FOR THE MAIOR MID-MARCH TAX DATE. DURING THE 
REPORTING WEEK FRANKFURT INTERBANK MONEY RATES 
DEVELOPED AS FOLLOWS: 


CALL MONEY ONE-MONTH THREE-MONTH 

FEB 28 4.5-4.7 4.40 4.70 

MAR 1 4.4-4.6 4.55 4.70 

2 4.4-4.6 4.55 4.70 

3 4.4-4.6 4.55 4.70 

4 4.4-4.5 4.55 4.70 

UNCLASSIFIED 
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7 4.4-4.6 4.60 4.70 


6. MONEY SUPPLY: 

IN JANUARY. Ml, M2 AND M3 DECLINED CONSIDERABLY DUE TO 
SEASONAL FACTORS. ON A SEASONALLY ADJUSTED BASIS THE 
MONETARY AGGREGATES INCREASED AS IS SHOWN IN THE TABLE 
BELOW (CHANGES IN BILLION DM; SEASONALLY ADJUSTED AND 
NON-ADJUSTED). 

NOVEMBER DECEMBER JANUARY 


ADJ. UNADJ. ADJ. UNADJ. ADJ. UNADJ. 


Ml 

0.3 

12.8 

-6.4 -4.2 

7.5 

M2 

0.6 

11.3 

-4.8 2.5 

1.3 

M3 

2.1 

12.1 

-5.5 LO.4 

5.9 
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IN JANUARY, INDIVIDUAL DETERMINANTS AND COMPONENTS OF 
THE MONEY SUPPLY DEVELOPED AS FOLLOWS: (SEASONALLY NON- 
ADJUSTED; CHANGES IN BILLION OF DM): 

JANUARY DECEMBER 
1977 1976 1976 


I. LENDING TO DOMESTIC 

NON-BANKS -5.8 -0.8 15.4 

FROM BUNDESBANK -1.7 -0.2 1.8 

FROM COMMERCIAL BANKS -4.0 -0.6 13.6 

TO PUBLIC SECTOR 0.9 1.8 1.6 

TO PRIVATE SECTOR -5.0 -2.4 12.0 

II. NET EXTERNAL POSITION OF 
BUNDESBANK AND 
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USMISSION EC BRUSSELS 
USMISSION OECD PARIS 
AMCONSUL FRANKFURT 
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COMMERCIAL BANKS 0.4 -0.9 -3.0 

IB. LONGER-TERM BANK DEPOSITS 
AND OUTSTANDING BANK 
BONDS (L) 1.7 4.8 12.1 

OF WHICH SAVINGS 
DEPOSITS -6.0 -1.5 9.0 

IV. OFFICIAL ASSETS HELD AT 

CENTRAL BANK 1.4 1.8 -1.8 

V. OTHER 0.4 4.7 -8.3 

VI. M3 (2) (EQUALS I PLUS II 
MINUS III MINUS IV 

MINUS V) -8.9 -13.0 10.4 

UNCLASSIFIED 
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VII. M2 (M3 MINUS SAVINGS 

DEPOSITS) -14.9 -17.7 2.5 

VIII. Ml (M2 MINUS TIME 

DEPOSITS) -8.8 -14.2 -4.2 


(1) EXCLUDING SIGHT DEPOSITS. TIME DEPOSITS WITH MATU- 
RITIES UP TO 4 YEARS. SAVINGS DEPOSITS WITH 3-MONTH 
PERIOD OF NOTICE. AND BONDS HELD BY BANKS. 

(2) CURRENCY IN CIRCULATION, SIGHT DEPOSITS, TIME DEPOSITS 
WITH MATURITIES UP TO 4 YEARS AND SAVINGS DEPOSITS WITH 
3-MONTH PERIOD OF NOTICE. 

THE SUBSTANTIAL DECLINE IN BANK LENDING TO DOMESTIC 
NON-BANKS WAS PRIMARILY ATTRIBUTABLE TO A SEASONAL 
DECLINE IN SHORT TERM CREDITS GRANTED TO THE PRIVATE 
SECTOR (MINUS DM 5.2 BILLION). MEDIUM AND LONG-TERM 
CREDITS TO PRIVATE CUSTOMERS INCREASED SLIGHTLY. THE 
CONSIDERABLE DECLINE IN THE LONGER TERM SAVINGS DEPOSITS 
APPEARS TO REFLECT THE FACT THAT AT THE END OF 1976 A 
LARGE BLOC OF FUNDS INVESTED UNDER THE SAVINGS 
PREMIUM LAW AND THE WORKERS’ ASSET FORMATION LAW CAME 
FREE. THE GOVERNMENT PAYS PREMIA OF 30-40 PERCENT UNDER 
THE WORKERS' ASSET FORMATION LAW AND 14 PERCENT PLUS 
2 PERCENT FOR EACH CHILD UNDER THE SAVINGS PREMIUMS LAW 
PROVIDED FUNDS ARE INVESTED FOR AT LEAST 6 YEARS. 

THESE UNBLOCKED FUNDS APPEAR TO HAVE BEEN 
INVESTED IN SAVINGS DEPOSITS WITH LEGAL PERIOD OF NOTICE 
(3 MONTHS). SUCH SAVINGS INCREASED BY DM 6.1 BILLION. 
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7. BUNDESBANK FOREIGN POSITION: 

DURING THE PERIOD FEBRUARY 16-23 THE BUNDESBANK'S 
NET FOREIGN POSITION INCREASED BY DM 0.7 BILLION TO 
DM 85.7 BILLION. FOREIGN EXCHANGE HOLDINGS ROSE BY 
DM 314 MILLION WHILE LIABILITIES DECLINED BY DM 430 
MILLION. GERMANY'S IMF GOLD TRANCHE POSITION FELL BY 
DM 28 MILLION AND SDR HOLDINGS BY DM 16 MILLION. 
UNCLASSIFIED 
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8. BANK LIQUIDITY: 

IN THE SAME PERIOD BANK LIQUIDITY DECLINED BY 
DM 2.6 BILLION. THE PRINCIPAL FACTOR REDUCING LIQUIDITY 
WAS PAYMENTS FOR MINOR MID FEBRUARY TAX DATE. IN 
ADDITION, THE FEDERAL GOVERNMENT MAY HAVE BORROWED 
FUNDS ON THE CAPITAL MARKET. THE FEDERAL GOVERNMENT 
REDUCED ITS BORROWINGS FROM THE BUNDESBANK BY DM 1.2 
BILLION TO ZERO AND INCREASED ITS BUNDESBANK ASSETS 
BY DM 4.2 BILLION. BUNDESBANK ASSETS OF STATE GOVERN- 
MENTS INCREASED BY DM 1.4 BILLION, ALSO DUE TO TAX 
RECEIPTS. OTHER FACTORS REDUCED LIQUIDITY, NET, BY 
DM 0.6 BILLION. FACTORS INCREASING LIQUIDITY WERE THE 
ABOVE-MENTIONED INCREASE IN THE BUNDESBANK'S NET FOREIGN 
POSITION, THE USUAL DECLINE IN CURRENCY IN CIRCULATION 
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IN THE THIRD WEEK OF A MONTH (DM 1.5 BILLION) AND A 
DM 2.6 BILLION DECLINE IN THE BANKS' HOLDINGS OF 
RESERVES AT THE BUNDESBANK. THE BANKS FINANCED THE 
LIQUIDITY LOSS BY INCREASING LOMBARD BORROWINGS FROM 
PRACTICALLY ZERO TO DM 2.9 BILLION. AT THE SAME TIME, 

THEY REDUCED REDISCOUNT BORROWINGS BY DM 0.3 BILLION. 

9. BOND MARKET: 

ON THE MARKET FOR DOMESTIC BONDS PRICES DECLINED 
SLIGHTLY. THE DM 700 MILLION FEDERAL LOAN OFFERED ON 
MARCH 2 (SEE BONN 3690) MET SOME RESISTANCE BUT APPEARS 
UNCLASSIFIED 
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NOW TO HAVE BEEN FULLY PLACED. THE NEXT DOMESTIC LOAN 
WILL BE A DM 200 MILLION LOAN OF THE CITY OF BERLIN. 
CONDITIONS ARE NOT YET FIRM. ON THE MARKET FOR FOREIGN 
DM BONDS THE IBRD REPORTEDLY PALCED PRIVATELY BONDS OF 
DM 150 MILLION (COUPON 7 PERCENT. ISSUE PRICE 99.50, 
MATURITY 8 YEARS). ACCORDING TO THE PRESS, AVERAGE 
CURRENT YEILDS ON DOMESTIC BONDS BROKEN DOWN BY 
REMAINING MATURITY ARE AS FOLLOWS: 

REMAINING MATURITY 

(YEARS) 1 3 5 7 9 10 


YIELD TO MATURITY 
MARCH 4 5.05 6.35 6.80 7.10 7.25 7.30 

FEB 25 5.05 6.30 6.75 7.00 7.20 7.25 

10. ECONOMIC INDICATORS PUBLISHED THIS WEEK: 

NON-SEASONALLY ADJUSTED FIGURES 
(PERCENT CHANGE FROM PREVIOUS YEAR'S LEVEL 1/) 
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NOVEMBER DECEMBER JANUARY FEBRUARY 


LIVING COSTS 3.7 3.9 4.1 3.S 

INDUSTRIAL PRODUCER 
PRICES 4.5 4.3 4.2 - 

INSOLVENCIES 

TOTAL 776 799 - - 

PCT. CHANGE -5.0 -2.2 - - 

NEWLY-LICENSED 
PASSENGER CARS 

TOTAL 177,124 154,405 181,483 - 

PCT. CHANGE 14.5 L4.8 L3.2 - 

UNCLASSIFIED 
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1/ UNLESS INDICATED OTHERWISE 

DUE PRIMARILY TO FAVORABLE WEATHER CONDITIONS, NON- 
SEASONALLY ADJUSTED UNEMPLOYMENT DECLINED 
IN FEBRUARY. AT MONTH'S END IT STOOD AT 1.214 MILLION 
AND THE UNEMPLOYMENT RATE CAME TO 5.3 PERCENT. IN 
SEASONALLY ADJUSTED TERMS, UNEMPLOYMENT DECLINED FROM 
1.012 MILLION IN JANUARY TO 992,000 IN /EBRUARY. IFO 
ESTIMATES OF CAPACITY UTILIZATION IN JANUARY. AS WELL 
AS THE INSTITUTE'S LATEST BUSINESS SURVEY DATA 
(COVERING JANUARY), WERE REPORTED IN BONN 3973. HIGH- 
LIGHTS OF LAST WEEK'S BUNDESTAG DEBATE OF THE DM 
171.8 BILLION FEDERAL DRAFT BUDGET FOR 1977 ARE 
REPORTED BY SEPTEL TODAY. 

CASH 
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